
Third quarter reports have been filing in over the past few weeks, capturing the volatility of the 
stock market in late-August and early September, as well the debacle in China. As a result, 
management has been more cautious, especially over its Chinese outlook (if provided).

However, most management teams seem to reaffirm that China’s issues are only likely to be 
short-term, and that the long-term outlook is still bright. Short-term and long-term time tables are 
debatable though, depending on who is saying it. In any regard, most companies are 
acknowledging slower growth (nothing new), but don’t believe the current situation calls for 
panic. 

As General Motors said, growth has “moderated,” but hasn’t “fallen off a cliff.” Honeywell called 
it “mixed,” while GE referred to China as “okay.” It’s clear that commodity companies are 
struggling, while so-called luxury, “lifestyle” brands — like Starbucks, Apple and Nike — all 
continue to do very well in China, especially as it shifts from an exporting/manufacturing-based 
economy, to a consumer-driven economy.  
 
But it’s very, very mixed. 3M says it hasn’t hired in China in 12-18 months, and United 
Technologies cited poor construction numbers there. But VF Corp., maker of brands like The 
North Face and Timberland, says it’s “not seeing any bumps in China.” 

As for the U.S., most companies seemed to be optimistic on the country. Perhaps, cautiously 
optimistic is the best way to put it. Slow and steady, says GE; “Stronger for longer,” according to 
Ford, as jobs, wages and economic growth trickle — but don’t race — higher. There was citing 
for weakness in manufacturing and industrial production though. 

As for Europe, the region also looks to be improving in the eyes of many management teams. I 
think Caterpillar summed it up best, saying it’s where the U.S. was two to three years ago. That 
seems like a fair assessment, as some countries are doing better than others and at times we 
get mixed signals on the economy. But overall, “appreciably better” as GE put it, seems fitting. 

As for South America, the same certainly cannot be said. The region remains very challenged, 
with a Brazilian recovery out of the question for up to two years. This was cited by automakers, 
3M, and Caterpillar, among others. 

What else isn’t working? Certainly not energy and certainly not coal. Schlumberger is telling us 
not to expect an oil recovery in the fourth quarter of 2015. Instead, look for the commodity to 
bottom in Q1 2016. Afterwards, look for prices to drift higher in the year, before drilling activity 
accelerates in 2017. GE also expects energy prices to struggle in 2016 and CapEx doesn’t look 
to be making any sort of rebound next year. The IEA called for $80 per barrel oil in 2020. 

Coal, I still have zero interest in. Some investors might be able to find value, but I’m not one of 
them. Union Pacific cited weak shipping volumes for coal (and for crude) and doesn’t expect 
much of a recovery in this regard. 
 
However, on a brighter note, Union Pacific also noted an uptick in auto shipments, both for parts 
and completed vehicles. This agrees with the strong auto sales seen in the third quarter, as well 
as the record North American results seen from GM and Ford, as well as the positive comments 
from JPMorgan — (which also had good things to say about loan originations). 



Auto growth in China has slowed considerably — although these two automakers have done a 
great job weathering that storm, even though the stocks have yet to reward investors (will they 
ever?). Alcoa, GM predict auto sales to grow just 3% to 5% over the next few years in China. 

Another segment doing well is aerospace — which received positive comments from everyone 
in the space. Boeing (not listed below) reported strong results, and Alcoa noted that the airplane 
maker netted $38 billion in orders from China at the Paris Air Show — a record. This also shows 
how it’s tough to strip down China, and easy to understand why “mixed” is a good interpretation 
of its economic health. Honeywell is seeing “robust” demand for jet engines, while Alcoa and GE 
also see a healthy market as well. 

Delta (also not listed below) cited a “bubble” in wide-bodied airplanes, which should negatively 
impact jet prices over the next 12 to 36 months. Boeing has since rebuffed that claim, but let’s 
see how it plays out. Production backlogs are full for nearly 9 years for plane-makers, according 
to Alcoa. Boeing alone almost has 2016 and 2017 production completely locked in. 

Finally, construction has been doing really well too. Everything from homebuilders, like Lennar 
and Toll Brothers, to DIY supply companies like Home Depot, to suppliers like 3M for roofing 
granules, have cited strong trends in housing.  
 
Management teams have made it quite clear that housing isn’t going to “surge” higher, but likely 
maintains its “slow and steady” growth, says Lennar. Pricing power and margins are strong, due 
to pent up demand. The lack of available housing units, talented labor, and land are constricting 
the pace of homebuilding, which remains below average. Upside looks “very significant” and 
downside is “limited,” according to Toll Brothers. 

Houston is an area of weakness — likely from oil — but broadly speaking, the housing market 
looks good. Commercially, the U.S. construction market (non-residential) also seems to be 
doing pretty well. 

Beyond that, honestly, the U.S. economy seems about the same. It’s not going gangbusters, but 
it’s slow and steady, and churning out moderate growth. It doesn’t look like that’s going to 
change any time soon, despite volatility in stocks and question marks surrounding China. As 
Honeywell put it, we are not on the verge of a recession, and this is not 2001 or 2008.  
 
While cautiously optimistic isn’t bad — obviously it could be way worse — it doesn’t exactly 
provoke investors to pay egregious valuations for stocks and so far, hasn’t given them a reason 
to push equities to new highs at this time. We will see, but the world is not falling to pieces, nor 
is it growing rapidly. If I had to give it a rating, one through five, I would give its a three. 

As always, let’s lead off with Alcoa:



Alcoa — Q3 — 

Aerospace: Revenues up 39% YOY. (at AA). For industry: Continue to see an 8% to 9% 
growth rate for 2015, 8.3% growth in commercial aircraft. “Strong demand continues.” 
Boeing locked in $38 billion in orders/commitments from China, a new record at the 
Paris Air Show. Order book shows 9 years of production, fundamentals continue to be 
strong. “Really healthy industry.” 

Automotive: Auto sheet revenues up 133% YOY (at AA). For industry: North American 
growth of 2% to 4% for 2015. Pent up demand in U.S., as sales are up 5.1%. European 
growth of 1% to 3% for 2015, China 1% to 2%, (lowered guidance from 5% to 8%). 

Heavy Duty Truck & Trailer: North America 9% to 11% in 2015, Europe (raised 
guidance) to 1% to 3% growth, from -2% to 0%, China -22% to -24% (but skewed 
because of heavy pull through in 2014), should normalize going forward. 

Packaging: North America -1% to -2% in 2015, soft drinks down, beer up. Europe up 1% 
to 2%, China up 8% to 12%, (beer boosting China too). 

Building and Construction: North America up 4% to 5%, Europe -2% to -3%, China 
(lowered guidance) 4% to 6%, from 6% to 8%. 

Honeywell — Q3 — 

“Aircraft connectivity is one of the biggest technological revolutions happening within the 
commercial aviation sector.” Industry is expected to doubly by 2016; be on 25% of 
commercial fleets by 2018. 

Aside from connectivity, management continues to see growth in aerospace engines, 
(margins for this business segment increased year-over-year). “Expect engine demand 
to be robust into the fourth quarter.” Sales for all jet platforms were up, for the ones that 
Honeywell works on. Sees “healthy” engine demand in mid- to large-cabin jets. 

Commercial vehicle sales in China were weak, while automation and control solution 
(ACS) sales were up 10%. Building in U.S. remains strong, but energy and gas — 
although seeing a slight uptick — remains weak.

“China is a bit of, I think, dichotomy at this stage because there are some things that are 
still doing well and something's that aren’t doing so well and depending upon which 
company you talked to, you can end up on either side of that.”



Although investors are growing concerned, management said this not 2001, nor 
2007. Growth is slow and steady, not robust, but not on the verge of a recession 
either. 

General Electric — Q3 —

U.S. is “still okay,” while Europe is “appreciably better.” Headwinds exist in growth 
markets. Orders in China, year-to-date are up just 1%. Oil and gas orders remain 
pressured (lower CapEx from energy companies), down 32% in Q3 vs. last year. 
Natural resource-based economies (like Canada, Russia and Australia) remain 
pressured as a result. 

Domestic and international air travel remains strong, up 6.6% YTD, air freight is up 
2.6%. Notable strength seen in the Middle East and Asia Pacific. As a result, engine 
backlog for GE rose 22% YOY. 

“We expect growth markets to remain challenging and developed markets to 
continue to show positive growth.” 

U.S. appliance sales up 9% in retail, 7% for contractors. LED bulb sales strong. China is 
“okay” overall; not robust, not horrible. Expects oil & gas revenues to fall 10% to 15% in 
2016; sees strong orders for Q4 in transportation, aviation and power & water. 

United Technologies — Q3 —

Construction market in U.S. remains strong; North American orders up 20% YTD 
(on top of 40% growth in 2014). U.S. HVAC sales up 5% commercial, 7% residential. 
Commercial sales in U.S. up 7%, flat in Europe, down 2% in Asia led by high-single digit 
percentage drop in China. 
 
China isn’t looking good. Otis orders (elevators, escalators) down 19%, (down 11% in 
first half 2015). HVAC orders fell 8%; down 12% in H1 2015. Ex-China, Asia is actually 
doing well, with Otis orders up 20%, and commercial HVAC sales up low double-digit 
percent. Expects China commercial sales to fall 10% to 15% in 2016. Part of Otis 
weakness can be explained by loss of market share, not necessarily weaker demand. 

Europe remains mixed, with pockets of growth (growth in Spain and Italy, weakness in 
Germany, Middle East and Russia). U.S. highlighted as still doing well.  

Schlumberger — Q3 — 

Earnings down 33% YOY, down 11.4% QOQ. drop in revenues driven by fall in rig 
counts. Margins and revenues were down in the quarter as well. While ugly, the 



declines are starting to shrink, indicating a potential bottom may be near for the 
business. 

Results for SLB were actually positive in Russia and Venezuela, but down every where 
else. “Global oil market is still weighed down by fears of reduced growth in China and 
the timing and magnitude of additional Iranian exports,” (from the new nuclear deal). 

Supply and demand continues to tighten (good for prices), due to weakening supply 
(lower E&P projects) and improving global GDP. Despite potential for improving oil 
prices, “The market outlook for oilfield services looks challenging for the coming 
quarters.” — Many companies have become conservative and are being weighed down 
by weak cash flows. 

Recovery in activity levels looks more likely for 2017 than 2016. E&P investments will 
likely fall in 2016, a challenging year for oil services stocks. OPEC not slowing 
production, while U.S. producers are. Uncertain outlook for Q4, but hoping for Q1 oil 
price recovery, then gradual improvement through the year. 

General Motors — Q3 — 

Record North American profit, 11.8% EBIT margins. Very strong results, equity income 
of $500 million in China, on pace for $2 billion for 2015. Gains being driven by SUVs, 
crossovers and truck sales. Market share climbed to 16.5% vs. 15.6% YOY. 

China SUV sales up 171%, Cadillac up 12.4%. The market is “quickly maturing” and 
company now expects 3% to 5% growth over the next few years. The slower economic 
growth is impacting auto sales, as well as other China-dependent economies. Chinese 
economy has “moderated” but hasn’t “fallen off a cliff.” The reduced purchase tax in 
China will be a tailwind for auto sales, and so far through Oct. GM is seeing an 
improved performance in China. 

Right product mix is helping to maintain pricing power, margins and sales despite tough 
auto environment in China. 

South America remains “very challenging” with “no clear economic recovery in sight.” 
Expects to be profitable in Europe in 2016. 

Ford — Q3 — 

Also reported strong results, best quarter ever for North America, with $2.7 billion in pre-
tax profit, best Q3 in Europe since 2009. Best Q3 for F-Series truck in 9 years. The 
F-150 is now fully up to speed in production and inventories, while tun rates remain 
above industry average on back of strong demand. Transaction prices up $2,800 YOY. 
Overall margins on high end. 



South America revenues down 32% YOY, driven by economy and forex. Full-year 
losses are improvement from 2014. Europe wholesale orders up 17%, revenues up 2% 
(16% ex-currency). U.K., Germany showing some strength, doing better than some 
southern European markets.  
 
Pre-tax profit in China flat YOY, but overall SAAR is down. Still expect record Q4 in 
China for Ford due to new products, seasonal boost. Purchase tax reduction, like GM 
mentioned, should also help. The tax break helps roughly 70% of Ford’s Chinese 
portfolio. Showroom traffic is up in the current quarter, “seeing stabilization” in China. 

2015 U.S. sales likely to come in around 17.7 million units, up 5%; Europe 16 million 
units, up 10%. Expect “stronger for longer” in regards to U.S. economy, labor 
market, wages slowly improving is helping. So far, no impact in European sales due 
to Volkswagen. 

Union Pacific — Q3 — 

Solid core pricing gains offset by 6.5% volume decrease. Coal volume down 15% as 
natural gas prices remains very attractive; agriculture volume down 3%; grain volume 
down 11% — Strong dollar/global surplus reduced exports by 32%; 17% increase in 
soybean meal shipments; 4% decrease in ethanol volume. 

Food and refrigerator volume flat; import sugar, barely saw volume up; frozen meat and 
potato volume down; auto parts volume up 5%, finished vehicles up 5% — 17.8 
million SAAR auto sales in Q3, up 6% YOY as demand for autos remains strong.  

Plastics volume up 7%; fertilizer down 10% as falling commodity prices force farmers to 
delay fertilizer purchases; crude volume down 40%; industrial products down 12%; 
minerals volume down 31% driven lower by 36% drop in frac sand demand. 26% drop 
in metals volume, driven by lower drilling for oil. Construction products up 1%, 
noticeable strength in Texas.  
 
Management expects beer and auto sales to be strong. Coal and crude will likely stay 
weak, which would negatively impact metal and mining volumes for the rest of 2015. 
Housing is “slowly strengthening.” Housing — especially in the south — and 
construction should continue to do well. 

3M Company — Q3 — 

Global sales down 5.2%, (up 2.2% ex-currency), with growth in all regions. U.S. organic 
growth of 1.5% led by health care, consumer, and safety sales. Asia Pacific organic 
growth of 0.4%, strength in safety and graphic, and health care; weakness in electronics 
and energy. 



China organic growth down 2%, up 3% ex-electronics. Western Europe flat, Central and 
Eastern Europe were up double digit percent in terms of organic growth. Middle East/
Africa down slightly. Mexico also up double digits (13%) vs. Brazil, down 2%. Latin 
America/Canada was up 2.3%.

Automotive parts business grew mid-single digits, as 3M takes market share. 
Adhesives/tapes doing well too. Oil and gas weighing on advanced materials business. 
Roofing granule sales up double-digit percent. Health care sales relatively strong, 
especially in emerging markets. Weakness in electronics and energy.  
 
With that being said, economic environment “remains challenging” as management 
lowers full-year 2015 organic growth to 1.5% to 2%, from 2.5% to 4%. Forex a 7% 
impact to earnings, which were lowered too. Haven’t hired in China for 12-18 months. 
Brazil could remain challenging for possibly next 2 years. 

Caterpillar — Q3 — 

Revenues down 19%, driven mostly by lower volume. EPS down 56% ex-restructuring 
costs. Obviously energy driving the decline, locomotives too. Brazil, Latin America were 
bad; China, Asia orders had slowing growth too. “Quite depressed construction 
equipment market in China.” 

In Sept. CAT lowered full-year revenue and EPS estimates. 2016 revenues likely to fall 
5% from 2015 levels (so ~$45.5 billion). 

Expects mining to fall 10% in 2016, lots of weakness in coal, energy. Transportation is 
weak too. Oil and gas is “very challenged” for the second half of 2015, and CapEx 
spending is drying up as a result. Companies aren’t ordering new machines or 
replacement parts — really delaying basically all costs that they can. There’s “idle rigs 
all over the place.” 

Gas orders are holding up better, as coal market continues to suffer. Expect 
construction growth of 0% to 5%. Construction has slowed a bit, but improving for 
residential. Spring construction could be a jump start, especially for highway 
infrastructure.  
 
“Profound slowdown” in Brazil, could last another year, while Europe is “stable and 
positive.” Western and Southern Europe is where U.S. was 2-3 years ago. China 
looks just okay in the short-term, good in the long-term. Not expecting big recover in 
oil price. 

J.P. Morgan — Q3 — 



Loan demand is positive as U.S. economy is “pretty good,” core loan growth up 15% in 
Q4 (est.). Consumer business is strong, core loan growth up 15% in Q3. Boosted cash 
reserves on the expectations of lower for longer oil prices. 

Consumer banking revenues down 4% YOY, driven by lower servicing revenues on 
mortgages due to risk management. Overall, mortgage loan balances are up 19% YOY, 
originations up 41% and up slightly QOQ. Deposits strong, average loans up 8%, core 
loans up 23%. Business banking loans up 6% YOY, originations up 4% despite strong 
2014. 

“Steady growth” in new vehicle sales and “stable” used car prices. Auto loan/lease 
values up 9%.

VF. Corp — Q3 — 

Revenues up 8% ex-currency; management expected +10%. Company’s 5 largest 
brands grew 11%. International sales up 9%, (+12% Asia/Pacific, +5% Europe, +16% 
China). Expects some “choppiness” in the near-term. 

Sales of North Face up 11%; positive in Europe, Asia. Vans +10% globally, success in 
China. Timberland global revs up 21%, Europe, Asia positive. Lee/Wrangler up 4% ex-
currency, strong in Asia. Nautical, sportswear did not do well, either did contemporary 
brands. 

Seeing “softer retail environment…not seeing any bumps in China.” Doing $600 
million in sales in China, expects $1 billion in 2017. Sees full-year revenues up 7.5% ex-
currency (+3% otherwise). Q3 caused management to become more cautious. Q3 
slow start, but gathered steam throughout quarter.

UPS — Q3 — 

E-commerce remains strong [good read-through for Amazon], while management 
forecasts for steady U.S. GDP; softness in Germany, Poland, Canada and the U.K. 
Slightly lower forecasts for Asia GDP, led by China. Basically, sees softening macro 
environment. Strong dollar is hurting exports and industrial production. 

For its peak shipping season, UPS expects deliveries to climb by roughly 10%. Online 
sales up 6% to 8%; overall retail sales up 3.7% (expectations). Overall revenues up 
1.9%, air delivery up 13%, next-day air up 4%, YOY. 

Expects flat international volume growth in Q4., U.S. volume to climb 4% to 5%. 
“Have seen some softness in the U.S. economy and in the their quarter, business-to-
business faded a little bit” but there are “mixed signals.” Manufacturing is weak, while 
industrial production is likely to stay weak. 



FedEx — Q1 — 

Management is seeing “weaker-than-expected global economic indicators,” especially in 
manufacturing. Although indicators are weakening, management sees “moderate 
economic growth” for 2015. Expects 2.5% GDP growth for U.S. in 2015, 2.8% growth in 
2016, (2015 guide is 60 basis points lower than last quarter). 

Expects record peak season, confirming what UPS expects as well. U.S. volumes up 
1%, international up 4%. 

Lennar — Q3 — 

“Slow but steady” growth in homebuilding, driven by strong and consistent demand. 
Demand has been pent up, due to a shortage in sales and rental housing. Millennials 
have been on the sidelines, but are now starting to form households. Individuals’ 
balance sheets are also improving.  
 
Despite the improving fundamentals, management does not expect a surge in 
housing, maintains slow and steady outlook. Housing market is limited by land, 
enough labor and mortgage availability. Land prices are climbing, which is hurting 
margins. Even without this issue, finding enough labor is proving troublesome, while 
mortgage acceptance is still tough. 

Housing downside is “very limited,” while upside is “very significant.” First-time 
homebuyers are growing, 30% vs. 25% YOY. 

Deliveries climbed 16% YOY, average selling price up 5% to $350,000. Gross margins 
of 24.1% were down 90 basis points. Gross margins climbed in the South East and 
Western U.S., and Eastern Florida. Houston showed softness, mostly on the higher 
end. California was strong, with revenues climbing 19% YOY and average selling prices 
rising 22%. 

Home Depot — Q3 — 

Sales up 6.4% YOY, comps up 5.1% YOY, (U.S. up 7.3%). Earnings up 17.4% YOY. 
Each U.S. region posted positive comps, so very broad growth. Mexico, Canada 
posted positive comps ex-currency. Solid growth in both Pro and DIY categories, each 
month in quarter posted positive comps. 

Online sales climbed 25% YOY, representing just 5.1% of total sales. Roughly 42% of 
all online orders are picked up at stores. “While 2015 consensus U.S. GDP growth 



projections have moderated, we continue to see positive signs in the housing data, with 
home price appreciation and housing turnover being key drivers of growth for our 
business.” 

Expect sales to remain strong through Q4. “Appliances, Tools, plumbing, decor, lighting, 
hardware, building materials, and indoor garden were above the company average… 
Watering, water heaters, ceiling fans, air circulation, hand tools and generators, all had 
double-digit comps in the quarter… Outdoor garden, kitchen and bath, electrical, 
millwork, flooring, lumber and paint were positive, but below the company average…”

Transactions climbed 4.3%, ticket growth in U.S. climbed 2.6%, (0.9% total, hurt by 
strong dollar). “Transactions for tickets under $50 representing approximately 20% of 
our US sales, were up 3.6% for the third quarter. Transactions for tickets over $900, 
also representing approximately 20% of our US sales, were up 7.8% in the third 
quarter.” 

Toll Brothers — Q4 — 

Revenues up 6% YOY, deliveries of 1,820 up 1%. Avg. price of delivered home was 
$790,000 vs. $747,000 YOY. Net signed contracts of $1.25 billion and 1,437 units rose 
29% and 12% YOY, respectively. Avg. price of signed contracts was for $872,000, the 
highest price in company history for any quarter, vs. YOY avg. signing of $557,000. 
Driven by higher prices in California and city living contracts. 

“Through the first five weeks of fiscal '16, our contracts and units are up 21%… The 
average price of homes in backlog was $862,000 compared to $739,000 at fiscal year-
end 2014.” 

Steady growth in housing market continues [confirms what Lennar, HD are saying]. 
As regions continue to improve, management expects 2016 to be a year of strong 
growth in revenues and profits. 

Housing starts for 2015 should be around 1.1 million units, below the average volume of 
1.6 million units since 1970. Future looks “bright” as housing market is approaching pre-
downturn levels, home equity has double since 2011 and economy is still improving. 

Houston is slowing “no question about it,” but Dallas is still “very strong.” Overall, state 
of Texas is “positive.” Mid-Atlantic has been “pretty good,” Virginia improving. 


